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States and the Federal System 





There is widely prevalent among the 
general public not without proper reason a 
loose thinking and confused understanding as 
to the true import. and significance of the 
problem of All India Federation. The reason 
for this is to be sought in the fact that the prob- 
lems of constitution and constitution—-making 
are too complex, too intricate and too technical 
to be understood and perceived with clear vision 
and impartial thinking by the uninstructed 
public into the difficult art of politics in theory 
and in practice. Much. of course, has been 
written and said as to the origin, the struc- 
ture and the future working of the Federation. 
The apology that is being advanced in the 
contribution of this pamphlet is to be sought 
in the desire to place before the average 
citizen who has neither the inclination nor the 
time at his disposal to go through the whole 
volume of literature on the subject in search 
of the vital principles of the problem buried 
under a mass of minute detail. 


The aim of the writer during the course 
of this pamphlet is not to plunge himself into 
the vortex of criticism on the problem of 
Federation or to discuss the desirability or 
otherwise of the entry of States into Fede- 
ration which seems to be an established fact 
but to place before the reader a cursory view 
of the problem of Federation from the con- 
ception of its idea till it takes the final shape 
in the Government of India Act of 1935, laying 
special stress upon the economic implications 
of the relation between the Federal Govern- 
ment and the Native States. I have delibe- 
rately left out of discussion except mere 
citation, anything about the composition, the 
powers and functions of the Federal Execu- 
tive, Legislature and the Judiciary, the prob- 
lem of the Franchise, Electorate and Minority 
Representation, as the States Subjects, for 
whom this pamphlet is largely intended, are 
not directly interested in them. 


Causes of the Indian Federation 


The origin of the Indian Federation among 
the Princes and the Provinces is to be sought 
In the desire for the augmentation of solidarity, 
strength and unity between the two Indias, 
the Indian India and British India, and the 
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inclination to give a legal recognition ina 
statutory form to the indissoluble bonds of 
connection and ties of union that already exist 
between the two counterparts, in race, religion, 
culture, civilization, tradition, outlook, the 
problems of defence, foreign relations, trade 
and tariffs, railways and telegraphs, to select 
afew. India is one and indivisible. India is 
no longer a mere geographical expression. 
The bifurcation of India into two political 
entities is an unhappy accident of History; 
long past and buried. As such it is felt a high 
time that the frame work of a constitutional 
structure based on the combination of the two 
Indias is a vital necessity in the interest of 
India asa whole. “India is a geographical 
whole and thanks tothe Pax Brittanica, has 
grown into a Political whole, throbbing with 
the spirit of Nationalism. The needs of self 
preservation and defence against foreign 
invasions demand political unity and solida- 
rity. Inthe League of Nations and in the 
Councils of Imperial and International Orga- 
nisations India must speak with one voice and 
without a discordant note if she is to command 
the consideration which is her due. It is the 
responsible Government of a United India 
that can and ought to speak for India and she 
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cannot be a united nation unless and until the 
peoples of British India and the States are 
welded together by a bond of common political 
organisation’. Secondly the Federation is. 
designed to remove the dissatisfaction that is. 
being felt among the princes that so far no- 
organisation of an all India Nature either 
deliberative or Legislative exists to discuss on 
the topics of all India Interest, the incidence 
of whose decisions are felt for good or for bad 
upon the princes and the provinces alike. An 
outstanding example of this is the Legislation: 
pertaining to customs, currency and coinage, 
The complaint lodged by the princes that what 
concerns all must be agreed to by all, is one 
that cannot be overlooked by impartial 
makers of any constitution for India. 


Critics are not wanting here and else- 
where, who look with askance an all India 
Federation, and affirm that Federation 
between Princes and Provinces is unsound in 
principle and unworkable in practice. Their 
argument is based upon the fact that there is. 
wide disparity in political status of both the 
counterparts, that the one group Is a congery 
of States numbering roughly 600, differing in: 
stages of progress of civilization and culture, in 
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the extent of territory and income and in the 
degree of the development of representative 
Government, and the other group the British 
Indian Provinces, uniformly progressive in 
development obtaining a degree of self-govern- 
ment under the tutelage of the British Raj. 
The combination of States and Provinces, in 
the opinion of this school of constitutional 
thinkers, is a combination between undiluted 
autocracy and unfettered democracy. They 
declare with great emphasis, that the theory 
of Federation prevalent elsewhere in the 
world does not admit of the grouping of 
political units ona Federal Basis, some of which 
enjoy internal sovereignity in varying degrees 
and some not. The uneqnal size and unwieldy 
number of the States is a serious factor which 
bars a happy union according to this school. 
Without overlooking the substratum of truth, 
this argument contains, it can safely be 
affirmed at this juncture, that the objections 
cited above are neither too serious to be 
refuted by argument nor too difficult to be 
overcome by constitutional devices. The 
forces of attraction outnumber undoubtedly 
the forces of repulsion in the field of Indian 
Politics, and hence the wholehearted approval 
of the basic idea of All-Indian Federation. by 
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the Members of the Round Table Conference 
who are the makers of the Indian Federation. 
As to the alleged difference between the 
nature of the Indian Federation and that 
prevalent elsewhere in its composition, powers 
and functions, itis to be remembered that politi- 
cal theory is a mere aid to constitution making, 
and in fact any constitution that is proposed for 
any country must be suitable to the stage of the 
development of the country, and the excep- 
tional circumstances that obtain in the field 
where the frame is designed to operate. This 
explains for the peculiar character and nature 
of the Indian Federation. 


It is under such circumstances and after 
realization ofthe gravity and complexity of 
the All-India Federation that the members of 
the Round Table Conference came to finally 
approve an All-India Federation composed of 
British Indian Provinces and the Native States. 


It is suggested by a section of the Indian 
Public that instead of an all India Federation 
the present institution of the chamber of 
Princes can be mobilized and utilized as an 
organ of deliberation and discussion between 
the states and the provinces on topics of all 
India Interest. But this suggestion has wisely 
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been ruled down on the ground that it will 
prove too ineffective a body, in view of its 
composition and powers, to cope with the 
situation that arises in British India out of the 
altered political circumstances. 


Having drawn the picture so far, we have 
to trace the theory of the conditions under 
which a federation is formed between political 
units. A federation is a perpetual combination 
of Autonomous, independent and approxi- 
mately equal political units for the purpose of 
achieving acommon aim. The Autonomy or 
the Independence of the Units are sacrificed 
in so far as it is necessary for the creation of 
a Political Union. When the union is formed 
it is entrusted with the Legislation and Admi- 
nistration of certain subjects where unity of 
control and uniformity of administration are 
required, like the departments of defence, 
external affairs, currency and coinage, trade 
and tarrif, Railways, Airways and Steam 
Navigation. All the remaining subjects which 
are of a purely internal nature are entirely 
left for legislation and administration to the 
units or constituent State Members. Thusa 
bifurcation of functions and a proportionate 


amount of resources takes place between 
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the Union and the Unit. Any disputes that 
are likely to arise between a Unit and a Unit 
ora Unit and the Union are settled by an 
independent Federal Tribunal which is placed 
upon a firm Statutory Basis. To enable the 
Union to perform the functions assigned to it 
by the constitution, certain sources of revenue 
are allotted to it. This in brief outline is the 
theory of Federation. 


It is interrogated by some intelligent 
public, that how the Federal Constitution 
differs materially from a unitary one, as both 
the systems of government seem to be appa- 
rently anologous in some of their external 
features. They find the bifurcation of func- 
tions as well as of resources in a Unitary 
G;overnment and a Federal One. They should 
note with caution that the Unit under a unitary 
Central Government exists by reason of the 
Central Government. They are created by 
the Central Government for administrative 
convenience and not based upon any well 
defined theory of the separation of functions. 
They merge their identity with the centre. 
The Central Authority is at perfect liberty, 
if and when it thinks necessary or expedient, 
to curtail, amend, alter or to enhance the 
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powers of the Unit. The Central Government 
is all in all. It is the genus of all power and 
authority. Itis the final judge and the ulti- 
mate Legislator. But in a Federal System of 
Government the bifurcation of powers and 
resources are placed on a written constitutional 
basis to be not within the reach either of the 
Union or a Unit. The powers of the Federal 
Union and the Unit are well defined and 
demarkated in a Statute to prohibit any 
encroachment or inroad by the Union or the 
Unit. In this system the Units do not exist 
by sufferance, but by legal right. In their well 
defined spheres of Legislation and administra- 
tion the Union and the Units are independent, 


sovereign and co-ordinate. 


With such a brief description of the 
Theory of the Federal Government, which is 
included to aid the understanding of the reader, 
let us come back to the problem of Indian 
Federation. It is observable from aclose study 
of the proposed Indian Federation, in all its 
aspects, that some of the conditions which are 
considered to be precedent or Sine Qua Non 
are conspicuous by their absence in India. 
The Indian Federation is not the combination 
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of autonomous and Independent Units, situ- 
ated as they are at present. The Units that 
constitute the Federation do not enjoy full 
pledged Autonomy. Onthe one hand there 
are British Indian Provinces which are more 
or less convenient administrative Units having 
no independent existence apart from the 
centre and on the other side the Native States 
some of which enjoying the insignia of Sove- 
reignity and all obtaining internal Autonomy 
in diminishing degrees, united by ties of 
alliance, allegiance and friendship with the 
Paramount Power, the British Crown, represen- 
ted in India by the Viceroy, based upon treaties, 
alliances, engagements and Sannads entered 
into and granted fromtimeto time with and 
by the Paramount Power. 


It is the recognition of this peculiar state 
of affairs presented in India that led to the 
incorporation of certain constitutional devices 
in the Indian Federation. As has. been 
remarked by some, the system of Federal 
Government is based upon the principle of 
give andtake and upon conciliation and com- 
promise, among the Units. To make the 
Federation a reality and a substance, it is in- 
cumbent onthe Princes to sacrifice a certain 
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amount of their independence which they 
enjoy now. It seems, they are not entirely 


reluctant or absolutely against sacrificing 
something. They are willing to concede.to the 
Federation only that much amount of power 
and authority which is vitally necessary for 
the Union and neither more nor less. “ The 
Indian States consistently held the view that 
their consent to enter into Federation cannot 
be given till they are certain of their consti- 
tutional position inthe proposed Federation, 
Hence it is found that the task of an All-India 
Federation can be taken up only when and if 
a satisfactory bill is passed by Parliament. 
The Indian States will then have a complete 
picture of the Federation which will enable 
them to decide whether they can co-operate in 
the task of setting up an All-India Federation. 
At this stage, as there will be no Federation 
in existence, their willingness to enter into. 
Federation can be conveyed only through the 
Crown, the Paramount Power, by the instru- 
ment of accession.”’ Hence the instrument of 
accession which will be assigned by individual 
States to the Crown laying down the condi- 
tions of entry into the Federation will bea 
document of great constitutional significance. 
It should be noted by the reader, that when 
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once any power that is conveyed by a State 
to the Federation through the said instrument, 
it cannot be withdrawn either in part or in 
whole. 


To make certain the Federation a reality 
it has been laid down in the constitution act 
that so far as the states are concerned the 
conditions to be satisfied before the Federal 
constitution is brought into operation, is that 
the rulers of States not less than half the 
aggregate population of the Indian States and 
entitled to half the seats to be alloted to States 
in Federal Upper Chamber, shall have 
executed instruments of accession. 


Having thus described the preliminaries 
of the Federation it is desirable to depict in 
brief outline the frame work of the Federal 
Government. 


Federal Executive 


The executive authority of the Federal 
Government including the Supreme Command 
of the Military, Naval and Air Forces in India 
will be exercised on King’s behalf by the 
Governor-General in consultation with the 
Federal Cabinet and the Federal Legislature 
representing the States and Provinces in all 
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subjects save those which are precluded from 
the competence of the Federal Legislature by 
the Constitution Act. Certain Federal Subjects 
which are of an All-India Nature like defence, 
external relations and ecclesiastical affairs 
will be administered by the Governor-General] 
on his sole responsibility. This is what is 
called the “reservation of powers” in cons 
stitutional terminology which is designed to 
be temporary ahd ttransitional in nature. 
Asa safeguard against hasty legislation by 
the Federal Legislature and to allay the fears 
and suspicions of the States that the Federal 
Legislature, in the representation of which the 
members of British Indian Provinces out- 
number the number of members of the States’ 
is likely to enact Legislation detrimental to or 
conflicting with the interests of the States 
the Governor-General is entrusted with 
Powers of Veto and emergency Legislation. ' 


Except to the extent to which the ruler of 
a state has transferred powers and Jurisdic~ 
tion, whether by his instrument of his accession 
or otherwise, and in the case of a State which 
has not acceded to the Federation in all 
respects, the relations of the States will be’ 
with the Crown represented by the Viceroy. — 

13 


Doubts are entertained in certain quarters 
that in the administration of Federal Subjects. 
the Federal Executive only will be entrusted 
with the powers of authority and Jurisdiction 
inthe Native States. Such doubts are not 
based upon any facts at our disposal for it has. 
béen proposed in the constitution beyond al} 
doubt and equivocations, that on grounds of 
experience and economy the administration of 
Federal Subjects, so far as the Indian States. 
are concerned, will be entrusted to the existing 
state machinery, and not to any extra Federal 
Government personal. But to ensure unifor- 
mity and efficiency in the administration of 
Federal Subjects in the States, the Governor- 
General is entrusted with powers of super- 
vision, inspection and control over the States” 
machinery in so far as they are concerned 
with the administration of Federal Depart- 
ment. Some of the Federal Subjects which , 
are entrusted to the Federal executive to be 
administered on behalf of the States and the 
Provinces are noted below. This proposition 
is to be qualified in the case of States with 
regard to the administration of some subjects 
of the Federal Centre either in part or in 
whole by the existence of the principle of 
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Immunity and Privilege which will be dealt 
with in its proper context. 


II 
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Federal Subjects 


Defence. 
External Affairs. 
Ecclesiastical Jurisdiction. 
Emigration and Immigration. 
Extraordinary Jurisdiction. 
Air Navigation, and Air Craft. 
Currency, Coinage and Legal tenders. 
Public Debt of the Federation. 
Banking, Insurance, Trading and other 
Financial Corporations. 
Control of Cultivation and Manufacture 
of Opium. 
The Regulation of Import and Export 
duties. 
Federal Services and Federal Public 
Revenue. 
Geological Survey of India. 
Botanical Survey. 
Meteorology. 
Census and Statistics for the purpose of 
Federation. 
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' - Federal Legislature 


Now let us pass on to the Federal Legis- 
lature. The Federal Legislature of India is 
composed on a bicameral Basis, the upper 
house being called the Federal Council and 
the lower house being called the Federal 
Assembly. It is superfluous to assign reasons 
for the acceptance of the bicameral system in 
India as it has widely been accepted and 
acknowledged in theory and in practice by all 
constitutional authorities. The upper house 
represents the provinces by election and the 
states by selection. The lower house or the 
Legislative Assembly is constituted on a popu- 
lar basis so far as the British Indian Provin- 
ces are concerned and on the principle of 
selection so far as the States are concerned. 


As to their composition the constitution 
provides ‘“ That the Council of State will 
consist apart from Governor-General’s Coun- 
cillors, not more than 260 members of -whom 
150 will be elected from the British India, 
and not more than 100 will be appointed by 
the Rulers, of States and not more than 10 
will be nominated by the Governor-General. 
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The Assembly will consist of, apart from 
the Governor-General’s Councillors, not more 
than 375 members of whom 250 will be 
elected by British Provinces and not more 
than 125 will be appointed PY Rulers of the 
States. 


The normal life of the Council of State is 
7 years and that of the Assembly 5 years 
subject to the power of prior dissolution or 
extension by the Governor-General. 


The criticism that is levelled against the 
Federal Legislature on various counts, in its 
composition, powers and functions, is not 
attempted here as itis considered not perti- 
nent to the aim set up by the writer in us 
pamphlet. 


Federal Judiciery 


The establishment of a Federation with a 
careful allocation of functions between the 
Federation and the Units involves the creation 
of an authority which could adjudicate upon, 
in cases of dispute as to the proper exercise 
of these functions. It has been generally 
recognized that this task can best be realized 
by a judicial tribunal. A Federal Court, which 
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would interpret and safe-guard the constitution 
and decide in cases of conflicts of jurisdiction, 
has therefore been realized asa necessity in 
every Federation. The Indian Constitution 
therefore provides for the establishment of a 
Federal Court, which will be entrusted with 
the task of interpreting the constitution and 
Federal Laws. 


The Federal Court will have an “Exclu- 
sive Original and Appelate Jurisdiction in any 
matter involving the interpretation of the 
constitution Act or the determination of any 
rights or obligations arising thereunder where 
the parties to the dispute are the Federation 
and either a State or a Province, or The Pro- 
vinces or the States, or a State and a Province. 
The Federal Court will have an exclusive 
appelate Jurisdiction from any decision given 
by any Court or any State Court, so far as it 
involves the interpretation of the constitution 
Act or of any rights or obligations arising . 
thereunder. 


The Problems of Federal Finance 
The problem of Financial relation between 
the Federal Government and the native States 
is a matter of utmost intricacy and complexity. 
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‘The attention of those who are deeply inte- 
rested in the study of this subject is invited to 
the reports of the Round Table Conference, 
where it has been discussed threadbare in all 
aspects. The sound functioning of a Fede- 
Tation and efficient discharge of the duties 
assigned to it, presupposes the assignment of 
certain amount of resources of a stable, 
elastic, progressive and sufficient nature to 
the Federal Centre. 


The constitution provides that the Fede- 
ration should be given certain Legislative 
Powers in relation to taxation and raising of 
revenue. The Federation will have exclusive 
Power in regard to the following subjects, 
except those either in part or in whole which 
are precluded from its authority from the 
instruments of accession. 


I The regulation of import and export 
duties. 

2 Salt. 

3 The imposition and regulation of duties 
of excise but not including duties on alcholic 
liquors, drugs or narcotics. 

« 4 Imposition and regulation of taxes on 
ancome or capital or corporations. 
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5 ‘The imposition and administration of 
duties on property passing after death other 
than land. | 


6 The taxes on mineral rights. 

7 Imposition and administration of Ter- 
minal Taxes on Railways, Water or air born 
goods and passengers and taxes on Railway 
Tickets. 

8 Stamp duties which are subject of 
Legislation by the Federal Legislature. 


The burden of the Federal Resources 
ennumerated above will not equally and 
uniformly be shared by all the Units of the 
Federation. They will all apply to the group 
of Indian Provinces. But so far as their 
application to the states are concerned, they 
operate with certain qualifications and Limti- 
tations of a legal nature. Such a system of 
the distribution of burden among the consti- 
tuent units, as is envisaged in the constitution 
Act, contravenes the Principle of Unifor- 
mity as prescribed by the Federal Theory 
dnd offends against the accepted cannons of 
Federal Finance. Treaties with various States, 
agreements arrived at from time to time, the 
exercise of the right of paramountacy in 
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certain circumstances and Historical evolution 
conspired to place the States’ group different 
from the provinces. As an inevitable coro- 
llary from the above, it follows that the Juris- 
diction of the Federal Government with 
regard to the regulation and administration of 
certain subjects and sources of Revenue will: 
vary from State to State. Hence it has been 
laid down in the Constitution that the instru- 
ment of accession must provide for exclusion 
from the purview of the Federation of those 
powers and Jurisdiction in respect of Federal 
Subjects in whole or in part which it was not 
agreed to by individual States to transfer ‘to 
the Federation, subject to the understanding, 
that there could be no question of a State, so 
restricting the transfer of power, which renders 
its adherence to Federation ineffective In 
the instrument of accession will be laid down, 
subject to the approval of course of the Para- 
mount power and the Federation, the enjoy- 
ment of a privilege or immunity from a 
Federal burden, with reference to a particular 
subject or a source of revenue. The nature 
and significance of some of the immunities 
may be described below. The important 
subjects which come under the scope of these 
privileges and immunities are Railways, 
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‘Currency and Coinage, Manufacture and Sale 
of Salt and Opium, Customs Revenue, Income 
Tax, and Tributes. 


The criticisms tbat have been pointed out 
against the incorporation of privileges and 
immunities in the instruments of accession 
which principle has obtained the consent of 
.the Parliament and had been embeded in the 
Constitution, are, that such unequal and 
preferential treatment of a particular group of 
units by the centrc is far from the principle of 
justice and equity, that the equation of burdens 
of union be commensurate with the rights and 
privileges that are enjoyed by the units under 
the Federation, that the acceptance of the 
principle of immunity and privilege will 
render’ ineffective and wunsubstantial the 
entry of a State into Federation in point of 
efficiency and self sufficiency to the centre, 
that the burden of the provinces will 
increase in proportion to the degree of 
exemptions afforded to the States resulting 
inevitably in stifling the legitimate activities 
of the Provinces under the new dispen- 
sation and that friction may arise in the 
Federal Government for want of proper 
resources in the absence of the distribution of 
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burden uniformly among the Unit-States and’ 
Provinces. Without confirming or denying 
the efficacy and pointedness of this contention 
I wish to remark that much can be said in 
support of the principle of immunities and 
privileges. For an adequate reply to the 
criticism above, I request the Reader to go 
through the pages of Professor K. T. Shah’s 
Federal Finance, where he makes out a case, 
with his able powers of advocacy, in favour of 
the Native States. The criticism abovecan sum- 
marily be disposed of by the remark that it is 
not easy to undo or forget the past History of 
British Rule in India. 


Coming tothe problem of privileges and’ 
immunities, we have to take the subjects 
enumerated in its context previously, one by 
one and see how the particular States which 
are concerned withthe administration of those 
subjects will enjoy the privileges and immuni- 
ties arising under special circumstances. 


Salt 


The production of salt is a monopoly 
of the British Government. The right of 
production of salt which was once exercised 
by some of the Native States were purchased: 

23 


by the British Government during the eighties 
of the last century. The States of Cochin and 
Travancore have still the right to manufacture 
‘salt for home consumption by an agreement 
entered into with the British. Therefore in 
submitting themselves to the Federation these 
‘two States will enjoy this right or the privilege 
which the Federation will recognize. The 
instrument of accession will provide that 
Travancore and Cochin so far as salt is con- 
cerned exclude the authority of the Federation 
to that extent. The States, like Jaipur and 
Jodhpore which have sold the right of manu- 
facturing salt from the Sambhar Lake for cash 
payment anda certain quantity of untaxed 
salt, will under the Federation enjoy the privi- 
lege of receiving cash payment from Federal 
Government. 


Sea Customs 


Another Federal subject with reference 
to which the cession of Federal subjects will 
vary, is the administration of sea customs and 
ports. Many of the Maritime States of India 
enjoy privileges of varying degrees by the 
treaties which they have concluded with the 
East India Company and by conventions and 
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agreements that have been since arrived at 
The Kathiawar States form the most important 
group in this connection. Bhavanagar, at 
present, enjoys the unfettered right of collecting 
its own customs on all goods that are imported 
into its territory for consumption or goods 
that are in transit. This is based upon an 
agreement that was entered into with the 
British Government. If the strict theory of 
Federation-were to be brought into operation 
universally, this right ought to have been 
renounced in favour of the Federal Govern- 
ment. But to disturb the Status Quo would be 
a serious infringement of the principle of 
justice and fair dealing. It would be adding 
insult to injury committed long ago. As to the 
exercise of such rights by some of the States 
it has been conceded by Prof. K. T. Shah that 
the States being Autonomous and independent 
political entities within their territorial have 
every right, as the British Government 
have, to levy any import duty for purposes 
of revenue. The entry of States into Fede- 
ration being optional and not obligatory, 
they have every right to claim the privileges 
and immunities, which they long enjoy 
and which they are naturally reluctant to 
forego over and above which they receive 
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in lieu of, on the eve of entry into federation.. 
Other States like Baroda, Nawnagar, Junagad, 
Probunder, Travancore and Cochin enjoy 
certain privileges of a limited character of 
collecting Customs as a result of agreements. 
with the British. 


The position of an inland State of very 
great importance — Kashmere - with reference 
to customs administration will be -considered. 
An agreement has been entered into in 1870 
between Kashmere and the British Govern- 
ment to maintain free trade between their 
territories. A considerable amount of trade 
between India and central Asia passes through 
Kashmere. The State of Kashmere has agreed 
to refrain from taxing these goods in transit.. 
In return the British have agreed to allow 
Kashmere to import goods from British Ports 
for her Home consumption free of duty, 
When the agreement was entered into, British 
Government were benefitted much in view of 
the greater volume of trade between Central 
Asia and India. Of late the position has been 
reversed. Nevertheless, it stands to justice, to 
keep the agreement inviolate and consequently 
the instrument of accession should lay down 
this privilege. 
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Coinage and Currency 


Apprehensions are entertained in some 
quarters that as a result of the entry of States 
into Federation they will be constrained to 
sacrifice the coveted insignia of sovereignity 
like independent systems of currency and 
coinage, and posts and telegraphs which some 
of the Native States enjoy at present. But such 
misapprehensions are not warranted ona 
perusal of the constitution. The importance 
of having a common currency in India cannot 
be underestimated. Most of the States by 
virtue of special agreements or otherwise have 
abandoned the rights to issue their own coinage 
and mint their own coins. Some States how- 
ever possess mints and currency which toa 
small extent restrict the circulation of the 
Government of India’s notes and coinage. 
“Consideration of the privileges now enjoyed 
by several States in the issue of their own 
currency raises a difficult problem. Clearly 
it is most desirable that a uniform Federal 
Currency should circulate without competition 
or limitation throughout India. But even 
here allowance has to be made for dynastic 
and local sentiment and we observe that the 
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inclusion of currency in the list of Federal 
subjects prepared at the Round Table Confe- 
rence was made subject to adjustment with the 
States concerned or such rights as are not 
conceded by them. The States which exercise 
at present the right of coinage are less than 
20 in number and in many the right of minting 
coinage is limited to coinage of low value or 
of coins which are used for ceremonial rather 
than currency purposes. In only seven States 
does the local currency constitute a factor 
deserving serious consideration and only 
Hyderabad is of sucn a nature and magnitude 
to admit of extreme profit making. This State 
alone possesses a paper currency as well asa 
mint, the face value of its notes in circulation 
being Rs.Qcrores. The issue of notes has 
proved by far the profitable branch of Govern- 
ment of India’s Currency operations, the 
management of the metallic currency being 
subject to speculative factors. 


The conclusion which we draw from the 
above facts and consideration is that with 
the exception of Hyderabad particularly in 
respect of its note issue, the currency opera- 
tions of India are unlikely to involve any 

28 


serious competition with the Federal currency 
and are not of a nature which could justify 
financial offer to extinguish them at the cost 
of Federal revenues, even if the States were 
willing to sacrifice the sentiment. In the case 
of Hyderabad which agrees that the position 


of a separate currency is a source of consider- 
able revenue to itself, if the right to supply 
currency and coinage for the States own needs 
is assessed either on a population basis or on 
a basis of active note circulation the loss to 
Federal Revenues is roughly ks. I7 lacs.” As 
such Hyderabad may be called upon to make 
good this amount to Federal centre in some 
other way. 


Railways 


This comes under the category of public 
utility service. Some of the States like Hyder- 
abad and Rajaputana States enjoy indepen- 
dent systems of Railways. The States have 
invested Capital in them or guaranteed interest 
on capital. Soit is natura] that the states 
should enjoy the income accruing from them, 
The Railway administration of India will be 
a Federal subject but with certain limitations. 
So tar as Railways, owned and managed by 
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States are concerned they will be subject to 
Federal Legislation and toa limited extent 
the policy that is to be adopted in their 
management will be laid down by the Federal 
Government. The British Indian Railways 
on the other hand will completely come under 
the Federal Authority. 


Tributes 


The problem of the payment of tributes 
by several of the Native States to the para- 
mount power is another allied topic which 
came up for consideration at the hands of the 
Round Tablers. The continuation ora perpe- 
tuation of these payments to the Central 
Government after the inaugaration of an All 
India Federation will appear to be an anno- 
moly and an anochronism, for it will be an 
utter violation of the cannon of equality. The 
problem of tributes had been adequately 
discussed in the “Indian States Enquiry Com- 
mittee Report” of 1932. The nature of these 
tributes which vary in amount from state to 
state are explained as payments made tothe 
Paramount Power, for the service of protection 
jt renders to the States from external aggres- 
sion and internal disorder. Some of the States, 
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through special agreements with the British, 
have extinguished their cash payments 
in lieu of sessions of certain territories 
in perpetuarity or on lease. It has been 
recognized by the makers of the consti- 
tution, that on principle, the tributes 
should be abolished, as expeditiously as 
possible, for under the creation of a Federa- 
tion, the Federal Government is bound to 
give protection to the Indian States as it 
comes under the category ofthe Fundamental 
duties of the Federal Centre. But, asthe 
States have declined to permit the Federal 
Government to partake in the income tax 


that is levied in their territories and as the 
Federal Government, during the initial period 
of its working, will be hard-pressed for 
resources, till it can develop fully the sources 
of revenue, which have been alloted to it, 
by the constitution, as the States arein duty 
bound to contribute something to the Federal 
Fisc for the enjoyment of protection, if they 
are not willing to lose their hold upon 
the income tax and as the federal Govern- 
ment will have to pay subventions for atime 
to come, to the newly created provinces of 
$1 


Sind and Orissa till they become self suff- 
cient, it has been proposed to retain the 
payment of tributes to the Federal Gevern- 
ment. So the abolition of tributes is nota 
question of immediate operation. 


Corporation Tax 


An important source of Federal Revenue 
which is not of immediate concern to the 
States, will be, what is called the corporation 
Tax. Theimposition and administration of 
this will be entrusted to the Federal Centre. 
The corporations referred to are, Com- 
mercial, Financial, Mercantile and Manu- 
facturing Corporations. The tax will be levied 
On companies carrying on business in Native 
States and British India. The States have 
agreed to share this burden after realization 
of the evil consequences economic and ad- 
ministrative attendant upon their non-agree- 
ment. 


Benefits of Federation 


It may legitimately be questioned in the 
end by the Reader whether the States will 
stand to lose or gain by their entry into Fede- 
ration. I wish to observe that the answer to 
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this question will be in an undoubted affr- 
mative. The representation of the States in 
the Federation will go a long way in materia- 
lising and concretising the bonds of unity that 
exist between the two Indias. It will enable 
the States, through their selected Represent- 
atives in the Federal Legislature, to havea 
voice in saying aye or nay to the questions 
of all India importance like tarifs and cur- 
rency which are becoming of increasing 
importance and inierest to the states day by 
day. The scope that is being afforded to the 
States to send their representatives to the 
Federal Organs for partaking in matters of 
Federal Administration will offer them splen- 
did opportunities for imbibing that is best in 
the Federal Statesmen. It will result in the 
building up of a body of Vetern Statesmen in 
the Native States. The States under the 
Federal Regime will no longer be isolated 
Units or passing spectators in the political 
Drama that is being enacted in the British India. 
They will become active participators in the 
Federal Politics. India will no longer bea 
mere geographical Unit ora country with 
competing Jurisdictions and_ conflicting 
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interests but it will be a national India, com- 
posing of the States and provinces with 
their teerning millions of population feeling 
the spirit of nationalism. With no discordant 
note in her political circles she will get her 
due, in the common wealth of Nations, which 
is worthy of her past. In short you will 
find in Federal India every where strength, 
union and solidarity, in thought and in action. 
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